Credit Matters

August 2022

Jackson Hawks

Markets generally fell in August, as previous hopes of a
central bank dovish pivot evaporated at the US Federal
Reserve's (Fed) late August gathering in Jackson Hole: Fed
chair Jerome Powell reiterated his commitment to fight sticky
inflation at the same time that European Central Bank officials
also stuck to their recent hawkish mantra: short rates spiked,
further inverting the US yield curve. The difference between 2
and 10-year Treasury yields reached a negative 34 basis points
(bps), the lowest since the year 2000 and a sign of a bleak
outlook ahead.

While inflation readings in the US and European countries such
as France came in softer (8.5% in the US in July, vs 9,1% in
June), economic data remained mixed: the US jobs market is
strong at the same time that the country’s housing market is
cooling down, hit by higher mortgage rates.

Still, prospects of higher rates this year hit markets, especially
long-duration assets: US 10-year Treasuries lost 3.4%, taking
their year-to-date loss to 11.1% - and their yield up to 3.1%. The
more rate-sensitive Investment Grade (IG) indices
underperformed High Yield (HY) in both Europe and the US,
given the latter’s shorter duration. More sensitive to the
business cycle, HY also outperformed given a relatively benign
second-quarter earnings season in the US.

UK gilts plunged 7.2%, given their traditional long duration and
also on fears that the next prime minister may cut taxes and
increase public spending after taking over from Boris Johnson.
As public workers’ strikes disrupted Britain in August, sterling
lost 4.2% vs the US dollar, taking its year-to-date drop to 14%.

The euro shed 2% against the greenback as recession fears
mounted: the region’s Purchasing Managers' Indices (PMls) fell
into contractionary territory, gas prices reached new records
and economic data weakened. Economists’ consensus is that
the Eurozone will fall into a recession in the second half.

It was the more stable, floating-rate and short-duration
assets such as Loans and Asset-Backed Securities that
outperformed in August. The US dollar continued to rise.

Some market observers believe that central banks will have to
ease policy at some point, given the uncertain outlook ahead.

Signs of the Times

" Powell mentioned “inflation” as many as 44 times
in his 8-minute Jackson Hole speech

® Nordic noir: Denmark, Sweden and Finland protested
Norway's talk of lower power exports to its
neighbours in order to secure its own supplies

® Cost of living crisis: Britain's annual growth in credit
card debt is rising by 13%, the most in 17 years. Cost
of a pint in 2008: £2.3; in 2022: £8.
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US Yield Curve Inversion

Much has been written about the yield curve as a sign of forthcoming recessions. The
chart shows that when the difference between 2 and 10-year US Treasury yields becomes
negative (under the dotted blue line), a recession typically unfolds, as happened just
before the dot.com bubble burst, the Global Financial Crisis and more recently, Covid-19
and the Russia-Ukraine war. However, some economists argue that the move is also
influenced by non-economic factors, such as global, safe-haven demand for long-term
US assets (which pushes long-maturity yields lower) and the persistence of structural
deflationary forces, such as low union power and technology.

From the CQS Trading Floor:
Globalisation 2.0: Not Over, Different

Far from over, globalisation is in transition. Three trends are shaping today's economies and
markets. In ordinary times they would each be important, but they are happening at once
and have been accelerated by the Covid pandemic and the war in Ukraine. These trends are:

Energy Economies, Markets Technology
Transition to Net Zero: Inflation; e-currencies, Al, AGI, QC fuelled by
changing the fossil fuel and de-dollarisation and the reshaping data, delivering the 4IR
commodities mix of supply and value chains

Unlike pre-2008 globalisation, these trends are being driven by 2 major geopolitical factors:

Great Power Politics US-China Bipolarisation
Autocrats and weakened Compartmentalising of competition
democracies and co-operation

These forces were somewhat supressed by a decade of easy money and low inflation. This
has now changed in 2022, making the power and effect of these forces vastly noticeable in
economies and financial markets - which have become a new transmission mechanism:

h 4

Transmission to Markets
Inflation, higher interest rates, national deficits, tariffs, volatility, higher risk premia

What can investors do?
Don't miss our forthcoming white paper. Coming soon on www.cgs.com
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Important Information

'S&P, The European Speculative-Grade Corporate Default Rate Could
Rise to 3% by March 2022, 18 March 2023.

This document has been issued by CQS (UK) LLP which is authorised
and regulated by the UK Financial Conduct Authority, CQS (US), LLC
which is a registered investment adviser with the US Securities and
Exchange Commission, and/or CQS (Hong Kong) Limited, which is
authorised and regulated by the Hong Kong Securities and Futures
Commission. The term “CQS” as used herein may include one or more
of CQS (UK) LLP, CQS (US), LLC, and CQS (Hong Kong) Limited or

any other affiliated entity. The information is intended solely for
sophisticated investors who are (a) professional investors as defined
in Article 4 of the European Directive 2011/61/EU or (b) accredited
investors (within the meaning given to such term in Regulation D
under the U.S. Securities Act of 1933, as amended) and qualified
purchasers (within the meaning given to such term in Section 2(a)(51)
of the U.S Investment Company Act 1940, as amended). This
document is not intended for distribution to, or use by, the public or
any person or entity in any jurisdiction where such use is prohibited
by law or regulation.

This document is a marketing communication prepared for general
information purposes only and has not been delivered for registration in
any jurisdiction nor has its content been reviewed by any regulatory
authority in any jurisdiction. The information contained herein does not
constitute: (i) a binding legal agreement; (ii) legal, regulatory, tax,
accounting or other advice; (iii) an offer, recommendation or solicitation
to buy or sell shares or interests in any fund or investment vehicle
managed or advised by CQS (a “CQS Fund") or any other security,
commodity, financial instrument, or derivative; or (iv) an offer to enter
into any other transaction whatsoever (each a “Transaction”). Any
decision to enter into a Transaction should be based on your own
independent investigation of the Transaction and appraisal of the risks,
benefits and appropriateness of such Transaction in light of your
circumstances. Any decision to enter into any Transaction should be
based on the terms described in the relevant offering memorandum,
prospectus or similar offering document, subscription document, key
investor information document (where applicable), and constitutional
documents and/or any other relevant document as appropriate
(together, the “Offering Documents”). Any Transaction will be subject to
the terms set out in the Offering Documents and all applicable laws and
regulations. The Offering Documents supersede this document and any
information contained herein. The Offering Documents for CQS UCITS
range of funds is available here (www.cqs.com/ucits-funds#global-
convertibles) in English (US persons will not be eligible to invest in CQS
managed UCITS funds save to the extent set out in the relevant Offering
Document). A copy of CQS' Complaints Policy, which sets out a summary
of investors' rights, is available here (www.cqgs.com/site-
services/regulatory-disclosures) in English. CQS may terminate the
arrangements for marketing or distribution of any CQS Fund at any time.

Nothing contained herein shall give rise to a partnership, joint venture
or any fiduciary or equitable duties. The information contained herein is
provided on a non-reliance basis, not warranted as to completeness or
accuracy, and is subject to change without notice. Any information
contained herein relating to any non-affiliated third party is the sole
responsibility of such third party and has not been independently

verified by CQS. The accuracy of data from third party vendors is not
guaranteed. If such information is not accurate, some of the conclusions
reached or statements made may be adversely affected. CQS is not
liable for any decisions made or action taken by you or others based on
the contents of this document and neither CQS nor any of its directors,
officers, employees or representatives accept any liability whatsoever
for any errors or omissions or any loss howsoever arising from the use
of this document.

Information contained in this document should not be viewed as
indicative of future results as past performance of any Transaction
is not indicative of future results. Any investment in a CQS Fund or
any of its affiliates involves a high degree of risk, including the risk
of loss of the entire amount invested. The value of investments
can go down as well as up. Future performance is subject to taxation
which depends on the personal situation of each investor and which
may change in the future. Investments may lead to a financial loss if no
guarantee on the capital is in place. An investment in any CQS Fund will
involve a number of material risks which include, without limitation,
risks associated with adverse market developments, currency and
exchange rate risks, risk of counterparty or issuer default, and risk of
illiquidity. Any assumptions, assessments, targets (including target
returns and volatility targets), statements or other such views expressed
herein (collectively “Statements”) regarding future events and
circumstances or that are forward looking in nature constitute CQS'
subjective views or beliefs and involve inherent risk and uncertainties
beyond CQS' control. Any indices included in this document are for
illustrative purposes only and are not representative of CQS Funds in
terms of either composition or risk (including volatility and other risk
related factors). Unless stated to the contrary CQS Funds are not
managed to a specific index.

The information contained herein is confidential and may be legally
privileged and is intended for the exclusive use of the intended
recipient(s) to which the document has been provided. In accepting
receipt of the information transmitted you agree that you and/or your
affiliates, partners, directors, officers and employees, as applicable, will
keep all information strictly confidential. Any review, retransmission,
dissemination or other use of, or taking of any action in reliance upon,
this information is prohibited. Any distribution or reproduction of this
document is not authorized and prohibited without the express written
consent of CQS, or any of its affiliates. Unless otherwise stated to the
contrary herein, CQS owns all intellectual property rights in this
document.

CQS is a founder of the Standards Board for Alternative Investments
(“SBAI") which was formed to act as custodian of the alternative
investment managers' industry best practice standards (the
“Standards”). By applying the Standards, managers commit to adopt
the “comply or explain” approach described in the Standards. CQS is a
signatory of the UN Principles for Responsible Investment and a
supporter and participant of certain other responsible investment
related industry associations.

PRI Note: PRI is an investor initiative in partnership with UNEP
Finance and the UN Global Compact. GMv10.
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